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PLANNING  FOR  WORK  IN  FARM  MANAGEMENT  AND  FARM 

ECONOMICS. 


Upon  the  request  of  the  Secretary  of  Agriculture,  a  committee  con- 
sisting of  leading  men  in  farm  management  and  agricultural  eco- 
nomics from  the  State  agricultural  colleges  and  the  National  Farm 
Management  Association  has  given  active  assistance  in  suggesting 
and  outlining  future  work  for  the  Office  of  Farm  Management.  This 
committee  was  asked  to  consider  a  broader  and  more  clearly  denned 
field  of  operations  for  the  Office  of  Farm  Management,  to  determine 
the  cooperative  relationships  that  should  exist  between  Federal  and 
State  investigators,  and  to  outline  methods  of  procedure  in  develop- 
ing projects  and  especially  in  determining  cost  of  production  of  agri- 
cultural products. 

Prof.  R.  L.  Adams,  associate  professor  of  agronomy  in  charge  of 
farm  management,  was  loaned  to  the  Department  of  Agriculture  by 
the  University  of  California  to  serve  as  acting  chief  of  the  Office  of 
Farm  Management  from  January  1  to  March  11.  Dr.  J.  I.  Falconer, 
head  of  the  department  of  rural  economics,  Ohio  State  University, 
was  also  loaned  to  the  department  for  the  months  of  January  and 
February  to  serve  as  leader  in  the  studies  relating  to  agricultural 
economics.  These  men  were  assisted  by  Dr.  H.  C.  Taylor,  head  of 
the  department  of  agricultural  economics,  University  of  Wisconsin; 
Dr.  G.  F.  Warren,  head  of  the  department  of  farm  management, 
Cornell  University;  Prof.  Andrew  Boss,  chief,  division  of  agronomy 
and  farm  management,  University  of  Minnesota;  Prof.  J.  A.  Foord, 
chief,  farm  management,  Massachusetts  Agricultural  College; 
Nat  C.  Murray,  associate  chief,  Bureau  of  Crop  Estimates;  C.  W. 
Thompson,  specialist  in  rural  organization,  Bureau  of  Markets; 
and  E.  H.  Thomson,  assistant  chief,  and  other  representatives  of 
the  Office  of  Farm  Management. 

The  first  work  of  this  group  of  men  was  to  review  briefly  the 
activities  of  the  Office  of  Farm  Management  and  to  outline  methods 
of  procedure  to  be  followed  in  determining  cost  of  production  of 
agricultural  products.  This  outline  on  cost  of  production  was  pre- 
sented to  the  National  Association  of  Farm  Management  workers  at 
Baltimore  January  9.  Here  the  subject  received  a  full  discussion 
and  many  helpful  suggestions  were  given  by  the  various  members. 
Immediately  the  plan  was  further  outlined  so  as  to  include  these 
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suggestions  and  sent  to  workers  in  farm  management  and  rural 
economics,  deans  of  agricultural  colleges,  directors  of  experiment 
stations,  directors  of  extension,  and  other  agricultural  workers  in 
the  various  States  for  consideration  and  constructive  criticism. 

A  meeting  of  the  full  committee  was  held  at  Washington,  February 
20-26,  to  give  final  consideration  to  the  plans  and  to  prepare  a  report 
covering  the  whole  subject.  The  report  of  the  committee  was 
presented  in  person  to  the  Secretary  of  Agriculture,  Wednesday, 
February  26.  The  Secretary  expressed  his  appreciation  of  the 
excellent  and  helpful  work  of  the  committee  and  approved  the 
recommendations.  He  further  stated  that  the  projects  proposed 
could  be  started  and  carried  out  in  large  part  with  available  funds 
and  that  the  work  should  be  pushed  as  rapidly  and  vigorously  as 
possible.  The  proposed  plan  to  carry  on  investigations  and  demon- 
strations in  cooperation  with  the  States  met  the  hearty  approval  of 
the  Secretary,  since  he  has  stood  in  a  strong  way  throughout  his 
administration  for  active,  harmonious  relationships  between  the 
State  agricultural  colleges  and  the  United  States  Department  of 
Agriculture. 

The  Secretary  will  submit  to  Congress  the  new  plan  of  organization 
and  ask  for  authorization  to  establish  a  Bureau  of  Farm  Management 
and  Farm  Economics  and  that  additional  and  adequate  funds  be 
provided  to  place  these  important  activities  on  a  broad  and  satis- 
factory basis. 

The  Secretary  explained  to  the  committee  that  for  many  months  he 
had  been  seeking  a  man  to  serve  as  Chief  of  the  Office  of  Farm  Manage- 
ment and  that  he  hoped  to  be  able  to  secure  at  an  early  time  one  of 
the  strongest  and  best  qualified  men  engaged  in  the  study  of  farm 
management  and  agricultural  economics. 

DR.    H.    C.    TAYLOR   APPOINTED   AS    CHIEF. 

On  March  8,  1919,  Dr.  H.  C.  Taylor,  head  of  the  department  of 
agricultural  economics  in  the  college  of  agriculture,  University  of 
Wisconsin,  was  appointed  by  the  Secretary  of  Agriculture  as  Chief 
of  the  Office  of  Farm  Management,  United  States  Department  of 
Agriculture. 

Dr.  Taylor,  born  on  an  Iowa  farm  in  1873,  completed  his  common- 
school  education  in  his  home  community.  He  attended  Drake  Uni- 
versity, 1891-1894;  graduated  from  the  Iowa  Agricultural  College  in 
1896,  and  received  his  doctor's  degree  from  the  University  of  Wis- 
consin in  1902.  During  the  period  of  his  training  he  specialized  in 
economics,  not  only  in  this  country,  but  abroad.  Dr.  Taylor  has 
served  as  head  of  the  department  of  agricultural  economics  in  the 
college  of  agriculture  at  Madison  since  1908.  He  is  one  of  the  leading 
active  members  of  the  National  Farm  Management  Association. 
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Dr.  Taylor  has  not  only  taught  some  of  the  strongest  courses  admin- 
istered in  agricultural  economics,  but  he  has  carried  on  investigations 
which  have  attracted  the  attention  of  the  agricultural  people  in  all 
parts  of  the  United  States.  He  has  prepared  many  bulletins  and 
articles  which  have  meant  much  to  the  agricultural  people  in  solving 
their  problems.  In  addition  to  his  work  in  the  university,  he  has 
lived  on  a  farm  and  personally  operated  it  in  a  successful  way  during 
the  past  eight  years.  Therefore  he  comes  to  the  department  unu- 
sually well  qualified  to  handle  the  large  and  important  task  of  direct- 
ing the  many  activities  connected  with  farm  management  and  farm 
economics. 

While  the  department  is  to  be  congratulated  on  securing  Dr.  Taylor, 
agricultural  people  of  the  country  are  to  be  congratulated  in  a  larger 
way  on  having  his  services  at  their  command. 

G.  I.  Christie, 
Assistant  Secretary. 

March  12,  1919. 


RECOMMENDATIONS  OF  COMMITTEE. 

February  26,  1919. 
Hon.  David  F.  Houston, 

Secretary  of  Agriculture. 

Dear  Mr.  Secretary:  Your  committee  appointed  to  consider 
methods  of  determining  costs  of  production,  review  the  projects  of 
the  Office  of  Farm  Management,  and  suggest  a  working  basis  for 
cooperative  work  with  the  States,  begs  leave  to  submit  the  fol- 
lowing report: 

We  have  reviewed  the  projects  now  under  way  and  wish  to  com- 
mend their  continuance  and  development.  Owing  to  the  import- 
ance of  the  work  and  the  demand  for  it,  we  recommend  that  the 
office  be  made  a  Bureau  of  Farm  Management  and  Farm  Economics, 
with  appropriate  subdivisions,  such  as  cost  of  production,  farm 
organization,  farm  finance,  farm  labor,  agricultural  history  and 
geography,  land  utilization,  and  country  life  problems. 

We  further  recommend  that  all  the  work  of  the  Department  of 
Agriculture  dealing  with  farm  management  and  farm  economics  be 
centered  in  this  bureau  and  that  work  more  nearly  related  to  that  of 
other  bureaus  be  transferred  to  appropriate  bureaus  as  rapidly  as 
feasible.  Many  problems  concern  two  bureaus  so  that  in  many  cases 
close  cooperation  is  necessary. 

We  further  recommend,  so  far  as  feasible,  that  arrangements  be 
made  for  conducting  the  work  in  cooperation  with  the  agricultural 
colleges  and  experiment  stations. 
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We  attach  suggestions  concerning  the  organization  and  research 
projects  of  the  bureau,  cooperative  arrangements  with  States,  and  a 
detailed  statement  of  recommended  methods  for  cost  of  production 
studies. 

Respectfully  submitted. 

G.  F.  Warren. 

Andrew  Boss. 

H.  C.  Taylor. 

J.  A.  Foord. 

J.   I.   Falconer. 

R.  L.  Adams. 

G.  I.  Christie. 


ORGANIZATION  AND  PROJECTS. 

We  have  reviewed  the  projects  now  under  way  and  wish  to  com- 
mend their  continuance  and  development.  There  are  numerous 
projects  that  should  be  continued,  some  of  them  possibly  under  other 
names.  There  are  some  projects  which  appear  to  be  more  nearly 
related  to  the  subject  of  agronomy  and  some  related  to  other  sub- 
jects that  should  perhaps  be  transferred  to  some  other  bureau  of  the 
department,  securing  the  information  or  data  desired  on  these  lines 
through  cooperative  relations  rather  than  independent  action.  We 
find  in  the  projects  under  way  a  considerable  amount  of  work  that 
could  more  properly  be  included  under  the  term  "Farm  economics." 
This  work  is  of  great  value  in  understanding  the  industry  of  agri- 
culture and  should  be  maintained  and  even  further  extended. 

In  recognition  of  the  work  already  accomplished  in  farm  eco- 
nomics along  with  the  investigational  work  in  farm  management, 
and  in  view  of  the  great  need  for  still  further  economic  studies  of 
the  farming  business,  the  committee  recommends  that  the  office  be 
expanded  to  include  both  farm  management  and  farm  economics 
under  the  name  of  "  Bureau  of  Farm  Management  and  Farm  Eco- 
nomics." The  work  of  the  bureau  could  well  be  organized  around 
the  following  projects.  The  nature  of  the  work  under  these  various 
projects  is  indicated  by  the  names  of  a  few  subprojects  proposed 
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(A. 

Business  office. 

B. 

Research  work : 

1. 

Cost  of  production — 

a.  Financial  records. 

b.  Enterprise  records. 

c.  Complete  cost  records. 

d.  Price  relations. 

e.  Basic  unit  factors. 

2. 

Farm  organization — • 

a.  Farm  business  analysis. 

b.  Farm  practice. 

c.  Effective  use  of  labor  and  equipment. 

3. 

Farm  finance — 

a.  Methods  of  financing. 

b.  Insurance. 

c.  Taxation. 

4. 

Farm  labor — 

a.  Supply  and  movement. 

b.  Trend  of  population. 

Administration  : 
Personnel — 

Chief  and  assist- 

c. Living  and  housing  problems. 

d.  Creating  new  productive  enterprises  for 
farm  labor. 

ant  chief 

e.  Standards  of  supervision  and  compensa- 

Functions—                 , 

tion  for  farm  labor. 

PI  anning  the  work 

5. 

Agricultural  history  and  geography — 

Supervision 

a.  Trend  of  agricultural  development. 

Correlation 

b.  Shifts  of  agricultural  production. 

Editorial 

c.  Relation  of  American  to  foreign  agricul- 

ture. 

d.  Supervision  of  Atlas. 

c 

Land  utilization — 

a.  Land  resources  and  utilization. 

b.  Land  settlement. 

c.  Land  ownership  and  tenancy. 

& 

Farm  life  studies — 

a.  Cooperation    and    trend    of    cooperative 

movements  as  affecting  the  farmer's  life 
and  activities  on  the  farm. 

b.  Agricultural  relations  to  other  industries. 

c.  Agriculture  for  industrial  workers. 

d.  Conditions  of  farm  life  as  affecting  national 

welfare. 

C. 

Extension  work: 

a. 

Publications  and  illustrative  material. 

b. 

Farm  management  demonstrations. 

c. 

Farm  labor  supply. 

d. 

Other  farm  economics  demonstrations. 

Cost  of  production  and  farm  organization  are  both  related  closely 
to  investigations  of  the  individual  farm  and  the  problems  of  the 
individual  farmer  in  organizing  his  business  for  definite  results.  It 
is  important  that  each  project  be  under  the  leadership  of  a  man  who 
understands  the  problems  and  methods  of  conducting,  analyzing 
and  interpreting  farm-management  data. 
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Farm  finance,  farm  labor,  and  agricultural  history  and  geography 
treat  more  particularly  of  the  economic  aspects  of  group  needs  and 
movements  and  of  the  agricultural  needs  of  the  industry  as  a  whole 
in  its  relation  to  other  industries  and  the  demands  of  increasing 
population. 

Land  utilization  relates  to  the  problems  arising  out  of  the  relation 
of  farmers  to  the  land. 

Farm-life  studies  treat  of  the  economic  and  social  aspect  of  farm 
life  as  affected  by  the  character  of  agriculture  as  an  industry.  This 
would  include  consideration  of  such  subjects  as  schools,  roads,  and 
health,  as  they  affect  farm  life  and  activities. 

The  problems  call  for  intelligent  study  by  men  trained  for  the 
work  who  should  withal  hold  a  keen  sympathy  for  farm  life  and 
treat  it  with  a  view  to  the  welfare  of  the  people  who  live  in  the 
country. 

In  order  to  secure  competent  men  to  lead  these  investigational 
projects  it  will  be  necessary  to  select  them  from  men  comparable  to 
those  acting  as  heads  of  departments  in  the  best  colleges  of  agricul- 
ture, and  then  salaries  must  be  comparable  with  the  salaries  of  such 
men,  including  the  extra  pay  they  receive  for  summer  work. 

The  salary  for  the  chief  of  the  bureau  will  need  to  be  sufficiently 
large  to  attract  a  man  comparable  with  the  deans  and  directors  of 
the  best  agricultural  colleges  and  experiment  stations. 

COOPERATIVE  RELATIONS  BETWEEN  THE  OFFICE  OF  FARM  MANAGE- 
MENT AND  STATE  COLLEGES  AND  EXPERIMENT  STATIONS  FOR 
INVESTIGATIONAL  WORK. 

It  is  recommended  that  the  investigations  of  the  Office  of  Farm 
Management  requiring  field  work  be  carried  on  in  cooperation  with 
the  State  colleges  and  experiment  stations.  Some  of  the  benefits  of 
such  cooperation  would  be : 

(1)  To  prevent  duplication  and  to  correlate  activities. 

(2)  To  promote  the  development  of  State  departments. 

(3)  To  unify  the  methods  and  improve  the  general  character  of  all 
farm  management  work. 

Before  the  Federal  department  takes  up  a  project  in  any  State,  it 
should  first  ascertain  what  has  already  been  done  within  the  State. 
Before  work  upon  such  a  project  is  undertaken,  'opportunity  for 
cooperation  should  first  be  considered.  So  far  as  practicable,  per- 
sonal consultation  should  be  held  with  the  proper  State  agencies 
with  a  view  to  securing  their  approval.  A  memorandum  of  agree- 
ment should  be  drawn  up  showing  the  purpose,  nature,  and  extent  of 
the  work  contemplated. 

Data  collected  by  cooperative  effort  should  be  equally  available  to 
both  parties.    Neither  party  should  publish  any  of  the  data  without 
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consultation  with  the  other  party.  In  case  of  refusal  to  publish  on 
the  part  of  either  party,  the  other  party  shall  he  free  to  publish  the 
data  on  its  own  responsibility. 

COST  OF  PRODUCTION  STUDIES. 

PURPOSE    OF    COST    OF    PRODUCTION    STUDIES. 

Cost  of  production  studies  are  of  value  to  the  individual  farmer 
and  at  the  same  time  are  helpful  in  ascertaining  the  economic  status 
of  farming  as  an  industry. 

From  the  standpoint  of  the  individual  farmer  the  primary  pur- 
poses are: 

(1)  To  record  the  details  of  the  farm  business  for  reference. 

(2)  To  give  an  insight  into  the  elements  and  interrelations  of  the 
different  farm  activities. 

(3)  To  furnish  information  that  may  enable  the  farmer  to  reduce 
costs,  or  otherwise  increase  profits. 

(4)  To  make  possible  a  comparison  of  the  profitableness  of  the 
different  enterprises  and  combinations  of  enterprises. 

The  records  secured  by  cost  of  production  studies  give  data  for 
analyzing  the  farm  business,  and  thus  are  of  fundamental  impor- 
tance in  the  whole  program  of  agricultural  research  and  education. 
The  results  of  such  studies  on  a  number  of  farms  where  a  given  type 
of  farming  is  practiced  are  useful  not  only  to  the  farmers  from  whose 
farms  the  results  were  obtained,  but  are  of  value  in  showing  other 
farmers  how  to  improve  their  methods. 

From  the  standpoint  of  the  public,  cost  of  production  studies  pro- 
vide the  facts  which  give  a  basis  for  intelligent  judgment  upon  the 
probable  effects  of  any  given  legislation  or  other  public  activity  upon 
the  farmer  as  a  producer  and  as  a  citizen.  Cost  of  production  stud- 
ies are  therefore  one  of  the  means  of  providing  the  basic  facts  needed 
by  legislators  and  price  commissions  in  comparing  the  profits  of  com- 
peting lines  of  production  and  estimating  necessary  price. 

METHODS    OF    COST    INVESTIGATION. 

There  are  three  ways  of  obtaining  cost  data — cost  accounting,  sur- 
vey method,  questionnaire  sent  by  mail.  The  accounting  method  is 
based  on  complete  records  of  all  farm  work  and  business  transac- 
tions. Arrangements  are  made  with  farmers  to  keep  detailed  records 
of  all  operations  and  transactions  in  connection  with  the  farm  busi- 
ness. The  work  is  supervised  by  personal  visits  to  the  farm.  It  is 
desirable  that  cost  aocounts  be  kept  to  obtain  basic  data.  Cumu- 
lative results  of  such  work  become  increasingly  valuable. 

By  the  survey  method  the  necessary  data  are  obtained  from  farmers 
by  trained  investigators.     Some  of  the  data   are  taken  from  the 
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farmer's  books;  some  from  the  books  of  persons  to  whom  the  farmer 
sells  and  from  whom  he  buys;  some  from  his  bin,  silo,  and  building 
capacities;  and  some  of  the  data  are  based  on  estimates  made  by 
the  farmer. 

Some  of  the  advantages  of  the  survey  method  are,  (1)  it  is  a 
relatively  inexpensive  method  of  securing  records  from  large  num- 
bers of  farms,  (2)  records  are  obtained  from  all  classes  of  farms, 
and  (3)  records  are  obtained  after  the  close  of  the  farm  year,  so  that, 
when  desired,  areas  more  representative  of  normal  conditions  may 
be  chosen.  By  the  survey  method  it  is  sometimes  difficult  to  de- 
termine the  amount  of  general  expense  and  miscellaneous  labor,  and 
the  proper  basis  for  apportioning  such  items  to  different  enterprises. 
Unless  the  investigator  is  thoroughly  experienced  in  the  subject  that 
he  is  studying,  some  items  of  importance  may  be  omitted. 

Both  methods  are  useful  and  reliable  when  the  work  is  carefully 
conducted.  Either  method  may  be  used,  but  preferably  both  should 
be  used.  The  detailed  cost  accounts  serve  as  a  check  on  the  survey 
work,  and  the  survey  work  shows  the  relationship  of  the  farms  on 
which  cost  accounts  are  kept  to  the  average  farm. 

The  questionnaire  sent  by  mail  can  be  used  to  advantage  in  secur- 
ing supplementary  data  from  large  numbers  of  farmers.  To  secure 
the  best  results  the  questionnaire  should  cover  only  a  limited  number 
of  cost  items  and  the  questions  should  be  direct  and  clear. 

COST    ITEMS. 

The  items  to  be  considered  in  cost  of  production  studies  will  depend 
upon  the  enterprise  under  consideration.  When  the  survey  method 
is  used  it  is  essential  that  the  list  be  complete  enough  so  that  no 
items  will  be  omitted  by  either  the  farmer  or  the  investigator.  When 
the  accounting  method  is  used  a  classification  that  is  broad  enough 
to  include  all  charges  is  needed,  but  the  cost  items  will  be  developed 
in  the  working  out  of  the  records  and  will  vary  with  the  enterprise. 

The  following  grouping  is  suggested  for  farm  cost  accounting  work: 

FARM    ENTERPRISE    COSTS. 

Direct  charges  to  farm  enterprise  accounts: 
Labor — 

Man  labor  (including  labor  of  men,  women,  and  children). 
Animal  labor. 

Mechanical  labor  (tractor  and  truck). 
Materials — 

Crop  materials — 
Seed. 
Fertilizer. 
Twine. 
Sprays. 
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Direct  charges  to  farm  enterprise  accounts — Continued. 
Materials  — Continued. 
Stock  materials — 
Feed. 
Bedding. 
Cash- 
Selling. 
Insurance. 
Taxes. 
Thrashing. 
Veterinary. 
Breeding  fees. 
Investment: 

Depreciation  of  investment  in  live  stock. 
Interest  on  investment  in  live  stock. 
Indirect  charges  to  farm  enterprise  accounts  (consisting  of  labor,  material,  cash,  and 
investment  costs  that  can  not  be  charged  as  such  to  enterprise  accounts,  but 
which  may  be  assembled  under  definite  headings  and  distributed  on  the  basis 
of  use) : 
Use  of  mechanical  equipment:  Labor,  materials,  cash,  and  investment  charges 

pertaining  to  mechanical  equipment. 
Use  of  buildings  (and  similar  improvements) :  Labor,  materials,  cash,  and  invest- 
ment charges  pertaining  to  buildings. 
Use  of  land  and  land  improvements:  Labor,  materials,  cash,  and  investment 

charges  pertaining  to  land  and  land  improvements. 
Special  charges:  Manure,  lime,  breeding  males,  perennial  crops. 
General  expenses  or  overhead:  Labor,  materials,  cash,  and  investment  charges  that 
can  not  be  charged  direct  or  assembled  under  the  other  indirect  cost  headings. 

Man  labor. — The  rate  for  man  labor  charges  should  be  determined 
by  computing  the  cost  of  wages,  board,  and  other  perquisites  for  both 
monthly  and  daily  labor,  including  the  services  of  the  farmer  for 
labor  and  supervision  at  the  rate  that  another  man  could  be  hired 
to  take  his  place.  The  total  sum  divided  by  the  total  number  of 
hours  gives  the  rate.  Family  labor  should  be  charged  at  the  amount 
it  would  cost  to  have  the  same  work  done  by  hired  help. 

In  the  case  of  crops  or  enterprises  in  which  a  large  amount  of  labor 
is  hired  at  a  rate  considerably  higher  or  lower  than  the  average  rate, 
such  labor  should  be  charged  at  the  actual  rate  paid  rather  than  at 
the  average  rate  of  all  labor  for  the  year. 

Horse  labor. — Horse  labor  charges  should  be  based  on  hourly  rates, 
computed  for  an  entire  year  for  the  work  stock,  by  determining  and 
adding:  Care;  feed;  bedding;  blacksmith;  veterinary;  direct  cash 
expenditures  not  otherwise  enumerated;  interest;  depreciation  and 
upkeep  of  shelter;  interest  and  depreciation  on  stock;  less  credits, 
as  for  appreciation,  manure  and  occasional  outside  work.  If  outside 
work  is  an  important  enterprise  or  if  colts  are  raised  separate  accounts 
should  be  kept. 

Purchased  supplies. — Purchased  supplies  should  be  charged  at 
cash  cost  including  freight.  The  farm  labor  cost  of  handling  and 
preparation  for  use  should  be  charged  to  the  proper  labor  account. 
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Supplies  produced  on  the  farm. — For  supplies  produced  on  the  farm 
more  or  less  arbitrary  figures  must  be  used. 

Farm  seeds. — Farm-grown  products  used  for  seed  should  be  charged 
at  the  prices  at  which  the  crops  from  which  they  are  taken  are  credited. 
Any  additional  labor  costs  of  handling  or  preparing  them  for  use 
should  be  charged  to  the  proper  labor  account. 

Stock  feeds. — Purchased  feed  should  be  charged  at  cash  cost  in- 
cluding any  freight.  The  farm  cost  of  hauling  should  be  charged  to 
the  proper  labor  account.  Home-grown  feeds  that  are  readily  mar- 
ketable, when  they  enter  into  the  production  of  another  farm  product, 
should  be  charged  at  the  farm  sale  value;  the  farm  sale  value  should 
ordinarily  be  based  upon  the  average  price  during  the  period  of 
feeding. 

Crops  grown  solely  for  animal  feed  and  having  no  market  value 
should  be  charged  at  cost  of  production. 

Either  one  or  the  other  of  the  above  principles,  according  to  cir- 
cumstances, should  govern  in  determining  the  charge  for  silage. 

Charge  on  permanent  pasture  should  be  in  accordance  with  the 
principle  used  in  determining  land  charge. 

Home-grown  products,  such  as  straw,  stover,  beet  tops,  pasture  of 
growing  grain,  etc.,  should  be  charged  at  market  value,  if  there  be 
such;  if  the  number  of  sales  in  the  community  is  not  sufficient  to 
establish  market  prices  they  should  be  charged  at  their  appraised 
value. 

Selling. — Selling  expenses  covering  actual  payments  should  be 
charged  directly  to  the  department  involved. 

Insurance. — Insurance  premiums  should  be  charged  directly  to  the 
department  involved,  at  the  annual  rate  paid. 

Taxes. — Taxes  should  be  charged  directly  to  the  enterprise  or 
department  involved. 

Implements. — The  annual  cost  of  each  implement  or  group  of 
implements  should  be  based  on  a  determination  giving  the  yearly 
sum  covering  the  expenses,  as  repairs,  fuels,  lubricants,  labor  of 
upkeep,  depreciation,  interest,  and  insurance,  less  credits  as  for 
machinery  hired  out.  This  charge  is  then  to  be  apportioned  to  each 
enterprise  on  the  basis  of  use,  which  may  be  stated  in  hours,  acres, 
or  other  suitable  base  unit. 

Farm  improvements. — The  charge  for  the  use  of  farm  improve- 
ments, including  buildings,  water  systems,  etc.,  consists  of  interest 
on  investment,  depreciation,  maintenance,  repairs,  taxes,  and  insur- 
ance. The  sum  of  these  annual  charges  for  each  building  and 
improvement  should  be  distributed  as  a  cost  item  on  the  basis  of 
the  use  made  of  the  improvements.  The  annual  charge  for  the  use 
of  a  building  intended  for  a  specific  enterprise  which  has  been 
abandoned  should  be  carried  as  a  cost  against  such  other  enterprise 
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as  may  utilize  it  at  its  value  for  that  purpose.  If  no  use  is  made  of 
the  building  the  annual  charge  should  go  directly  to  the  profit  and 
loss  account. 

Land  and  land  improvements. — Land  charge  covers  the  value  of 
the  use  of  the  land,  including  drains,  fences,  and  irrigation  systems. 
The  charge  is  made  up  of  interest  on  investment,  taxes,  upkeep  of 
drains,  etc. 

In  determining  the  interest  item,  both  land  value  and  interest 
rate  are  involved.  Prevailing  local  prices  of  land,  exclusive  of  build- 
ings, should  be  taken  as  the  land  value,  and  the  prevailing  rate  of 
interest  at  which  money  may  be  borrowed  on  well-secured  farm  loans 
as  the  interest  rate.  In  localities  where  such  influences  as  specula- 
tion or  discovery  of  oil  or  use  for  town  lots  have  affected  the  price 
of  land  the  rental  value  may  be  taken  into  consideration  in  determin- 
ing a  fair  charge  for  the  use  of  the  land.  When  dealing  with  the 
farm  as  a  whole,  this  method  applies  to  farms  operated  under  any 
and  all  forms  of  tenure.  In  determining  costs  and  returns  to  tenant 
and  landlord,  the  actual  terms  of  the  contract  should  be  considered. 
It  is  desirable  on  tenant  farms  that  the  records  be  so  kept  as  to  show 
separate  statements  for  landlord  and  tenant  and  a  combined  state- 
ment for  the  entire  farm. 

Manure  should  be  charged  at  a  value  indicated  by  the  farmer's 
experience  as  based  on  increased  crop  profits,  or  market  values. 

Green  manure. — Green-manure  crops  should  be  charged  at  the  cost 
of  production. 

Perennial  crops. — In  general  the  cost  of  establishing  a  crop  or 
bringing  it  to  bearing  age  should  be  charged  annually  over  the 
probable  productive  life  of  the  crop. 

General  expense  or  overhead  may  be  defined  as  the  sum  of  those  ex- 
penses which  can  nbt  be  charged  directly  or  apportioned  on  the  basis 
of  use,  but  which  must  be  apportioned  by  arbitrary  means. 

No  charges  should  be  included  in  general  expense  or  overhead 
that  can  be  distributed  by  any  other  method.  General  expense  or 
overhead  should  be  distributed  to  the  farm  enterprise  on  the  basis  of 
direct  costs  (labor,  materials,  and  cash  cost)  or  on  the  basis  which 
offers  the  best  measure  of  its  use. 

Interest. — The  interest  charge  for  investment  in  live  stock,  ma- 
chinery, and  other  equipment,  including  cash  working  capital,  should 
be  at  the  actual  rate  paid  for  money  borrowed,  or  at  the  prevailing 
rate  of  interest  at  which  money  may  be  borrowed  on  well-secured 
farm  loans. 

Residual  values. — With  materials  having  a  residual  value  (as 
manures,  fertilizers,  lime,  etc.),  the  entire  cost  of  application  should 
be  distributed  to  the  crops  of  that  year  in  proportion  to  the  benefits 
derived  from  the  general  fertilizer  practice  on  the  farm  in  question. 
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Where  the  farm  is  operated  on  a  definite  plan,  this  proportion  is  to 
be  determined  by  the  investigator. 

Example  with  manure: 

In  a  4-year  rotation  on  retentive  clay  soil,  the  proportions  might  be  40-30-20-10. 
In  a  4-year  rotation  on  open  sandy  soil,  the  proportions  might  be  50-40-10-0. 

Where  the  farming  is  not  according  to  a  definite  plan,  a  part  of  the 
cost  proportional  to  the  residual  effect  may  be  charged  against  the 
crops  of  succeeding  years. 

BUSINESS    RISKS. 

There  are  many  classes  of  business  risk,  such  as  loss  from  fire, 
floods,  drought,  hail,  diseases,  pests,  employers'  liability.  When 
insurance  is  carried  it  is  usually  not  for  the  full  value,  so  that  the 
farm  carries  the  balance  of  the  risk. 

When  insurance  is  paid  for  any  business  risk  it  should  be  charged 
to  the  proper  account.  If  not  paid  no  charge  is  made,  but  the  profits 
of  the  industry  should  be  sufficient  to  cover  uninsured  business  risks. 

INVENTORIES. 

The  farm  inventory  should  be  a  detailed  list  of  the  property  used 
in  the  farm  business.  Each  class  of  land  and  each  of  the  main  build- 
ings, as  well  as  the  larger  implements  and  tools,  should  be  inventoried 
separately.  The  smaller  tools  may  be  inventoried  as  a  group.  All 
live  stock  should  be  listed  separately  so  far  as  practicable.  The 
inventory  should  also  include  feed  and  supplies  on  hand,  unsold 
crops,  growing  crops,  etc. 

Values  should  be  conservative  and  in  keeping  with  current  market 
prices  for  similar  farm  property.  Allowance  for  depreciation  should 
be  based  on  the  cost  of  a  particular  piece  of  property,  its  probable 
life  and  salvage  value,  due  consideration  to  be  given  for  current 
repairs  and  extraordinary  wear  and  tear. 

If  at  any  time  the  inventory  value  of  land,  buildings,  improve- 
ments, work  stock,  or  machinery  is  written  up  or  down  to  keep  pace 
with  the  advance  or  decline  in  market  values,  the  amount  should 
not  enter  into  cost  records,  but  should  be  carried  directly  to  profit 
and  loss. 

AN  ACCOUNT  BETWEEN  THE  FARM  AND  THE  FARMER. 

The  farmer  should  be  charged  with  the  use  of  the  house  on  the 
basis  of  charges  stated  under  "Farm  improvements." 

The  method  of  charging  garden  land  is  discussed  under  "Land." 
Farm  products  used  by  the  farmer  should  be  charged  at  their 
farm  sale  value. 
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Labor  of  men  and  horses  for  the  personal  use  of  the  farmer  should 
be  charged  on  the  same  basis  as  for  farm  enterprises.  The  method 
of  calculating  and  charging  labor  is  found  under  the  "Labor"  state- 
ment. 

Credits  follow  the  same  general  principles. 

INTERPRETATION    OF    RESULTS. 

Various  points  of  view  are  held  by  accountants  as  to  the  place  in 
the  accounts  for  interest,  the  charge  for  the  operator's  labor,  and  as 
to  the  methods  of  charging  farm-produced  supplies.  These  differ- 
ences in  method  have  arisen  because  of  the  different  purposes  for 
which  accounts  are  kept.  Some  public  accountants  omit  interest 
and  a  charge  for  the  operator's  labor  as  cost  items  and  include  them 
as  allowances,  and  produced  supplies  are  often  charged  at  cost. 

In  farm  cost  accounting  it  is  desirable  that  the  time  of  the  farmer, 
the  value  of  farm-grown  products,  and  the  charge  for  use  of  capital 
all  be  included  as  cost,  in  order  that  comparisons  may  be  made 
between  different  farm  enterprises.  The  statement  of  results,  how- 
ever, should  show  the  details  of  these  and  all  other  charges  so  that 
the  exact  amount  of  the  cost  due  to  each  item  may  be  seen.  The 
facts  can  then  be  arranged  by  anyone  in  accordance  with  the  form 
in  which  he  desires  to  express  the  data. 
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